September 14, 2004

. AGRICULTURE IN SERBIA

This agriculture assessment isintended as input for the USAID Misson in SAM during
its planning of support for economic growth objectives. The Agriculture Assessment Team
andyzed condraints to growth, reviewed USAID’ s Community Revitdization through
Democratic Action (CRDA) program, programs of other donors and the Governments of
Serbia and Montenegro and looked at current developments in the private sector that offer
promise in regards to future agricuture economic value. It isimportant to note that this report
was not intended to formally assess the CRDA program and is not based on research adequate
for that purpose. The Agriculture Assessment Team did however seek to gain a better
understanding of the existing economic development contract structures currently being
implemented by the five program implementers and in doing so, the team offers some idess they
fed would help evolve the program towards sustainability.

M acr o-economic per formance

From 2001 to 2003, GDP rose by 3-4 percent annualy,” with the agriculture and
service sectors leading the way. Economic growth in Serbiais currently estimated to reach 5.6
percent in 2004, despite lagging growth of industrial production of only 3.9 percert.? The IMF
projects growth of 5 percent in 2005.°

The prospects for continued growth of the agricultura sector through increased
domestic demand for food and other agricultural commodities are positive, if not robust.
Investment should increase and output should continue to grow as credit becomes more readily
available. Duelargdy to improved monetary policy, inflation has moderated rapidly, faling from
over 60 percent in 1999 to 25 percent in 2002 and 6 percent in 2003.* Externd factors, such
as oil prices, are expected to cause asmall increase in inflation for 2004.° The foreign debt load
is being managed after years of sanctions by the internationd financid indtitutions. Following a
Stand-by Arrangement with the IMF in 2001 and a three-year extended arrangement in 2002,
the new Government in Serbia reached a new agreement with the IMF in May 2004. SAM
reached an agreement through the London Club in July 2004 which included writing off 62
percent of the outstanding commercia bank debt.®

Offsetting these trends are other Sgns of economic insecurity. Unemployment is high

! World Bank, World Devel opment Indicators Database, August 2004.

% Forecast by G17 Institute. Reported in Executive Newsletter, No. 564, p.2, August 5, 2004.

% U.S. Commercid Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.

* Refersto GDP deflator, as reported in World Bank, World Development I ndicators Database, August 2004.
® U.S. Commercia Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.

® Executive Newsletter, No. 564, erratum, August 2004.
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(14-17 percent”), particularly in the south. The trade deficit has risen from $1.3 billion in 1999
to $3.6 billion in 2002 and $4.4 billion 2003.2 1t is expected to reach $6 billion in 2004.° The
banking sector, whileimproving, isweak. The debt burden is heavy but not as onerous asin
some countries, with debt service a 3 percent of export vaue in 2002™° and total debt
projected in 2004 of $14 billion'* The current account deficit remains large at 13 percent of
GDP, dthough the IMF expectsit to fal to 11 percent in 2004. The budget deficit shrank
below 4 percent of GDP in 2003. Government continues to be an excessively large part of
the economy with spending 44 percent of GDP.** Thelarge level of “informa” activity (30-40
percent of GDP') may be viewed as positive, since it indicates that the overal economy is
larger than recorded, or anegative, since it indicates the existence of alarge segment that is
poorly regulated and untaxed.

Sector size and potential

Agriculture is essentid to the aggregate economic performance of Serbia and to
dabilization of southern Serbia. It provides 20 percent of export value and aquarter of GDPin
Serbia, while nearly afifth of the population is engaged in farming on a full-time bad's (840,000
jobsin agriculture). Agriculture was relatively stable during the mgor declines of GNP
experienced during the 1990s. It dipped in 1993 to its lowest point at 85 percent of its vauein
the 1980s. GDP in Serbiawas at itslowest point that year, only 41 percent of itslevel inthe
1980s. Serbiaisamgor regiond producer of corn, ranking third in Centra Europe behind only
Romaniaand Hungary. Livestock production has declined due largdly to aloss of marketing
outlets.”

Vaojvoding, in the north of Serbia, continues to have a successful agriculture, with
relatively large production units, efficient processing and sgnificant export potentid. 1t provides
about 30 percent of pig and poultry, 60 percent of wheat and corn production and 90 percent
of sunflower and sugarbeet production.

Central Serbia, including Belgrade, is more urban. Unlike the north, nearly al
production is on private plots. Fruits and vegetables are widely produced for use within Serbia
Most of Serbia s raspberry exports originate here.

The south of Serbia, comprising 44 percent of the land area, has much higher poverty

"U.S. Commercia Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.

8 World Bank, World Development I ndicators Database, August 2004.

? Statement by Minister of Trade, Tourism, and Services Bojan Dimitrijevic, reported in Executive
Newsletter, No. 587, p. 1, September 7, 2004.

World Bank, World Devel opment Indicators Database, August 2004.

"U.S. Commercia Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
2U.S. Commercial Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
3U.S. Commercia Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
1 U.S. Commercial Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
> Republic of Serbia, Agricultural Sector Review, January 14, 2003.
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rates and much less competitive agriculture. GDP per capitais 35 percent less than in the north.
Livestock production is dominant in the region adthough fruits are dso important. Only asmal
proportion of their agricultural output is marketed. Lamb and cheese production face marketing

and processing problems, but have potentid to i
available™®

ncrease substantialy, based on the resources

Agriculture accounts for nearly 20 percent of Serbia s exports. About 30 percent of the
world sinternationd trade in ragpberries comes from Serbia, mostly in frozen form. Although
fresh raspberries would command a much higher price, infrastructure wesknesses that delay
reaching markets and the need to package the berries in smdler units prevent exploitation of that
demand. Other important agricultura exportsinclude cereds, meat products and edible oils.
Nomina protection coefficients, which compare producer pricesto border prices, were
calculated for some commodities for 2002 and showed net price support in four commodities:

refined sugar (1.52), wheat (1.12), corn (1.04),

and pork (1.13). Three commodities showed

net taxation: soybeans (.89), raspberries (.75), and sunflowers (.66)."

The farmer population is aging, with a current average age of 55. About 97 percent of

farmers are on plots less than 3 hectaresin size.

Over 40 percent of the population of Serbia

livesinrurd areas. Of these, nearly 30 percent are classfied as living in poverty with incomes

below $2 per day.

Getting More from Raspberries:

One small SEDP pilot project, which would
generate seven times more profit to the growers,
involves exporting fresh raspberries to
Germany. They are working closely with the
Ministry of Agriculture to increase value by
extending the growing season of raspberries.
The current raspberry season spans only 3
weeks, during which 80,000 metric tons of
raspberries are sold. The market is flooded for
that period and global prices become severely
depressed. Since there is aflight to the freezers
and cold stores, high prices are charged at these
times. Theideais to extend the raspberry
growing season from 3 weeks to 5 months
(May to Sept). At a minimum, this would help
stabilize prices and contribute to the higher value
fresh export market. One notable constraint is
the current inability to protect companies legaly
when introducing new plant species into the
market, despite laws already passed for that
purpose.

Policy

The net effect of Government
policies on agriculture has rarely been
formally quantified,™® but it is clear that
those palicies have shifted from the low
price policies of the Milosevic regime
toward policiesthat provide greater
incentives for agricultural production. Low
food prices, which were intended to assst
consumers, were maintained through direct
price controls. The theoretica effect of
removing such controls would be increased
productivity and improved qudity, but these
changes are not easily observed dueto
other changes in the policy environment.
Current policies do little to assst the
poorest farmers, particularly those with little

ary 14, 2003.

" Republic of Serbia, Agriculture Sector Review, Janu

ary 2003, Table 6, p.53.

8 Measuring producer subsidy equivalents, for example, would reveal the impact of all policies on
producers in the agriculture sector or producers of a specific agricultural commodity.
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marketed output.

Agricultural subsidiesin recent years have absorbed 3-5 percent of spending by the
Government of Serbia and more than haf the budget of the Ministry of Agriculture, Forestry
and Water Management. The bulk of the payments support prices for sugarbeets, dairy and
tobacco, reaching ardatively smal proportion of farmers nationdly. The emphasis on this
mechanism by the GOS to asss agriculture is gpparently declining snce the tripling of the
Ministry budget for 2005 is not to be accompanied by an increase in subsidies.

Perhaps the greatest market distortions derive from activities of the Directorate for
Commodity Resarves. Its putative role is to stabilize markets and to hold a strategc food
reserve. In practice, it buys more than haf of marketed wheat production at prices above the
border level and accumulates stocks in excess of any drategic need. This has the effect of
edtablishing afloor price, even though the policy of setting floor prices was officidly abolished in
2002. Equaly important, it has, in recent years, supplied agriculturd inputs on a barter basis.
This has crowded out private suppliers and, by obscuring the price of inputs, inhibited the
trangparency of its policies and impacts. It aso provides credit for crops, with unknown effect
on credit markets.

Privatization continues to reduce the proportion of the economy owned by the state

utilizing financid assstance from the World Bank and the European Agency for Reconstruction.
Privatization of public enterprises has proceeded very dowly such that there are ill 7,500

companiesin the portfolio of the Privatization Agency. By the end of 2003, about 1000
companies had been privatized, yielding revenue to the Serbian Government of $1.3 billionin
2003.° 1n 2004 proceedsin 2004 are expected to total €70-80 million for 140 companies,
and to be supported by a further €25 million in new investment into those firms. Although most
socialy owned enterprises in the agricultura sector are engaged in production, such enterprises
more important to the processing subsector. Associated with privatization isthe risein foreign
direct invesment. The largest recent investment was U.S. Stedl’ s the acquisition of Sartid, a
Serbian stedl producer. Within the privatization process, Phillip Morris purchased a tobacco
factory in Nisin late 2003.

About 85 percent of Serbia s 800,000 farms are privately owned. The socidly owned
processing enterprises continue to dominate that sub-sector. Many wereinvolved in
privatization, but remain more than 50 percent owned by workers or the state. The main impact
of privatization was to bresk up the large, verticaly integrated agricultural kombinatsinto smdler
busness entities. This disaggregation will facilitate further privatization, but has not to date
resulted in responsiveness to market incentives. Subsdies are given, in effect, to agricultura
processing by failing to collect debts owed by the socidly owned agriculturd enterprises. Like
other forms of subsidy, the levels of this support are not reported in a transparent manner.
Further privatization of cooperative production units is often hindered by unclear land tenure,

¥ U.S. Commercial Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
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i.e, thelandsrights held by members of the cooperative are not generaly agreed or legaly
specified.

Public spending on agriculturd resear ch and extension has been rdaively low as
policy favored price supports in recent years. However, a substantial research system has been
established, based on agricultural universities, Sx research gations, and testing laboratories.
These inditutions remain effective. Research inditutions fal under the Ministry of Science
Technology and Development. The extension of their finding and recommendations is alarger
problem for agriculture. Extension services are provided through the Indtitute for Science
Application in Agriculture, which employs about 750 staff based on 34 agricultura ations.
Agricultural economicsis particularly poorly informed, with little price information, price
forecadting, or other marketing information being widdly available.

Trade policy is being adjusted in response to harmonization pressures with
Montenegro, the EU and for compatibility with the EU. Each of these implies liberdization but
Serbia has not responded vigoroudy, dthough the maximum tariff rates have declined. It isnot
aggressvely seeking EU or WTO membership, the latter likely to require at least ten more years
despite having gpplied for membership in 2002. Export quotas are a common tool of Serbian
trade policy, including whest, corn, and sunflower oil. Quotas have been placed on severd
crops that are imported on balance, demongtrating the irrationdity of the quota schedule.

Export subsidies were reintroduced in 2002.

Exports to the EU are blocked largely by non-tariff barriers, such as phyto-sanitary
regulations. These are generally poorly understood by Serbian producers. Serbiaenjoys
preferentid trade treetment from the EU in some commodities, despite its ow progress toward
EU accesson. Mogt subgtantia of these is probably the lifting on July 22, 2004, of the 15-
month suspension of preferentia treatment of sugar imports to the EU from Serbia. The
sugpenson wasin retdiation for repackaging of sugar by certain Serbian companies to use the
preference for sugar produced outside Serbia. Sugar was stockpiled in Serbia during the
sugpension with the result that total export vaue for sugar from Serbiais expected to reach
$100 million for 2004.%

The Union Government has been unresponsive to the needs of WTO compliance. For
example, it has not passed legidation on intdlectua property or on sandards, athough such
WTO-compliant legidation has been pending since the summer of 2003. The delay in passage
and implementation is a significant inhibition to further foreign investment. Agricultura trade
issues are most directly addressed in the accession document coded as ACC-4. The Serbian
Government Minidtries respongble for providing data for preparing this document have been
unable or unwilling to do so. The Minigter of Agriculture has established working groups, in
cooperation with the WTO Accession Project, to revise draft laws related to food safety,
veterinary services, phyto-sanitary measures and genetically modified organisms.

? Cable: Serbia Economic Bulletin (Belgrade 01645), August 4, 2004.
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Land tenure

Land tenure is often described as uncertain in Serbia, but it is not the mgor constraint
on agriculture found in the early stages of trangition in the Balkans. It ismore Sgnificant asa
condraint on foreign investment and privatization. Some agriculturd cooperatives and Sate-
owned processing facilities continue to hold land and various depreciating assets because they
have not clarified their ownership.

Land disputes are not responsible for excessve fdlowing of land. Land rentd is
generdly available, providing the capacity to overcome fragmentation that il inhibits efficiency.
Long-term and formd land leasing is less common, with the result that rented land may not
receive an efficient amount of investment, such asirrigation or drainage.

Insecure tenure is not amgor congraint on agricultural borrowing since agricultura land
isnot useful as collaterd regardless of security of tenure. The assessed vaue of land generdly
exceeds by 200-300 percent the price available on the market, if any price at dl exids.

The World Bank has undertaken development of a cadastre and expects to complete
the database by 2008. The EAR isproviding €8-10 million for equipment to assist land
registration.

Irrigation

Mogt of the existing 280 exigting irrigation facilities are in the north, athough ecologica
conditions favor much broader usage. Rainfdl quantity and variability are mgor congraints to
agricultura production. Existing systems are typically more than 30 years old and have been
poorly maintained over the past decade. However, poor farm management has led to
underutilization of existing systems, so they have remained effective.

The prevaence of informal irrigation systems on smal plots has not been measured,
dthough it is dear that gravity-fed drip irrigation is increasingly used, particularly on tree crops.

Credit

Serbia s banking system was largely destroyed during the Milosevic eraas aresult of
directed lending to state companies, embezzlement, and cronyism. After Milosavic, reform of
banking legidation and supervison has been a high priority for the Serbian reformist
government. USAID’ s activities amed a tackling macro-economic reforms and central bank
grengthening are helping to address the severity of this problem. With the consolidetion and
liquidation of many of the banks underway, dong with improved banking laws, lower inflation,
and improved access to euro capita markets, there has been a noticegble increase in lending by
the licensed commercia banks.

The Government of Serbia recently established a program to provide credit to farmers
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at subsidized rates, but it has not become effective. The short-term loan program was offered
to banksin aform that effectively made them adminigrators of the government funds. The size
of loan depended only on the land owned by the gpplicant and no assessment of
creditworthiness was undertaken. The Government absorbed dl risks and the banks were
essentidly offered afee consgisting of a portion of the interest payments. ProCredit Bank was
the only bank to accept the Government plan. It has calculated the cost of administering these
loans as exceeding the fees they receive. They accepted the program as away to expand their
base among farmers. The long-term loan program was not accepted by any bank, mainly
because banks must absorb 30 percent of the risk of the loans and the terms of the loan did not
alow for adequate risk control.

The only mgor provider of credit to agriculture in Serbiaiis ProCredit Bank. ProCredit
was formed in 2001 by the three development agencies (EBRD, IFC, KfW) and three
commercia entities (IMI, Commerzbank, FMO) as a full service bank focused on lending to
micro-, smdl-, and medium-sized enterprises. It has extended itself to 23 branches and five
credit officesin 16 cities. Their early experience in Novi Sad demongtrated the demand for
agricultura loans and they developed technology and expertise to serve that market. Today, 29
percent of their business loans and 17 percent of their loan volume are for agricultural purposes,
totaling abut 5000 loans. Only 17 percent of these agriculture loans are for less than one year.
About haf arefor 12-24 months.

ProCredit’ s dominant position in agricultura lending derives from their focus on smal
businesses, a strategy that rardly overlaps with other commercid bank targets. Most banks set
aminimum of €25,000 for loans while ProCredit loans average about €4700. Micro-loans
account for 85 percent of their business and they average only €2500. The AgroBank lends
mainly to large State cooperatives. ProCredit is able to earn commercia rates of profit through
their expertise and experience in this areawhile few other banks actively pursue such small
loans. The only significant exception is Opportunity Internationa which aso targets smdl loans,
but only 10 percent of itsloans are for agricultura purposes.

The collatera associated with ProCredit Bank loans varies with loan Size. Loans under
€2000 require no collateral. Larger loans require moveable assets as collaterd, including
equipment and livestock. Land isnever used as collatera because it cannot typically be sold at
the assessed vaue.

ProCredit recognizes that the market for agriculturd loansis unfulfilled. Its expansonis
limited by the capitd it has avallable. It has grown through increasesin equity fromits
shareholders, which is now approaching €20 million, and through deposits. Deposits rose from
€36 million in 2001 to €67 million in 2004, but continued growth is constrained by the poor
growth of the Serbian economy.

ProCredit was in negatiation with USAID’ s Development Credit Authority over issuing
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a corporate bond until the spring of 2004 when the Serbian Government announced Treasury
bonds at rates that would crowd out any interest in the ProCredit bond.

ACDI/NVOCA isplanning arurd finance study to begin August 7.

Foreign direct investment

Foreign direct investment (FDI) in agriculture has been important in recovery of the
sector, particularly in food processing. For example, in February 2004, the French firm
Bongrain bought the Zrenjanin dairy plant for €4 million. In the following Sx months, it has
invested in equipment upgrades and increased production by 8.5 percent, while increasing its
exports. FDI across all sectorsin Serbiatotaled $1.3 billion in 2003 The United Statesis
the largest foreign investor in Serbia®  Although such investment is not large enough to serve as
areliable mechanism for driving growth, the opportunity for FDI in the agriculture sector is
dgnificant. Many large U.S. organizations, such as Kraft, are making seriousinquiries. One of
the largest fresh fruit companiesin the world (Driscoll) isinterested in investing in Serbia but will
not until the intellectua property issues get resolved. The largest independent prune producer in
Cdifornia (Caprune) has recently purchased a processing factory in Serbiaand is seeking 2000
hectares of land to begin growing and processing prunes for export to Germany and Russa
Van Drunen Farmsis another U.S. company which has made alarge investment in Serbia They
gpecidizein freeze-dried food products and have refurbished an old factory in Serbia and
outfitted it with State-of-the-art freeze dry processing equipment. The factory is scheduled to
come ortline during late 2004. Itdian investors have led a surge in production of snailsfor
export. The Government of Serbiaisforming aMinistry of the Diasporawhich islikey to
address way's to encourage investment from outside Serbia.

A primary condraint to FDI involves lack of enforcement of intellectua property
protecting certain plant and seed varieties. These issues are currently being addressed by the
Internationa Union for the Protection of New Varieties of Plants (UPOV) through the WTO.
Resolving thisissue will certainly improve the conditions for FDI. Other major congtraints to
FDI include obtaining clear land title and the dow pace of privatization.

Leasing

The Internationa Financing Corporation’s Southeast Europe Enterprise Devel opment
program, coupled with substantia private sector involvement, was insrumenta in the adoption
of leasing legidation and development of aleasing market in Serbia  The passage of the Leasing
Law in May of 2003 resulted in an improved overdl tax environment and amgjor increasein
leasing activity thet reached gpproximately €150 million in thefirg year.

A year after the legidation was introduced, as many as nine leasing companies were
registered in Serbia, mostly founded by foreign banks. Raiffeisen, for example, has processed

2 U.S. Commercial Service, Country Commercial Guide: Serbia and Montenegro, 2004 Update.
#.S. Department of Commerce, Central and Eastern Europe Commercial Update, January/February 2004.
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€40 million in finandd leases during the past Sx months and estimates that they will have
processed €100 million by the end of ayear of operations. They currently operate out of 15
officesin the Belgrade areaand plan on expanding into new marketsin the near term. To
mitigate their risk, Raiffeisen gpproves financing through the larger established companies, such
as Imkek, alarge dairy producer who, in turn, provides the guarantee and collects the payments
from their respective suppliers. In order to limit adminigtrative cogts, the minimum lease
considered is $20,000, with an average lease period of 2-5 years. Under specia
circumgtances, 7-year terms may be considered.

II. AGRICULTURAL RECOMMENDATIONSFOR THE SERBIA STRATEGY

Although the Agriculture Assessment Team recognizes the importance of agricultura
success to economic growth in Serbia, the Team does not recommend establishing a Strategic
Objective focused on agriculture at thistime. Rather, the mgor ass stance needed for
agriculture should be fully integrated into the Mission strategy for economic growth overal. One
of the most important forms of assistance needed for agriculture is an improved macroeconomic
policy environment. Continued banking sector assistance could dso facilitate agricultura
growth, particularly if it pecificaly seeks to encourage agriculturd lending.

Within an economic growth strategic objective, two intermediate results focused on
agricultura impact offer substantia opportunity for USAID assstance: association and co-
operative developmert, and improved information syslems. Many of the usud prescriptions for
agricultura assstance are not a high priority in Serbia, as dso outlined below.

Association and co-op development

Support by the Government for building producer associations was recently signaed by
Finance Miniger Mladjan Dinkic in saying the formation of an association among raspberry
producers would strengthen their ability to compete internationally.? The Agriculture
Assessment Team sees three ways that expanded and strengthened associations and
cooperatives are needed.

Advocacy strengthening: Associations of farmers generdly, of individua commodity
producers, of input suppliers and of processors have been asssted by USAID in several Balkan
dtates to become more effective advocates for their members' interests. These groups within
the agriculture sector are particularly poorly represented on nationd issues in Serbia, except for
the issues of tariff policy and price supports. In these areas, their capacity to influence nationd
policy has been short-sghted and unsophigticated. They have missed opportunities to influence
government services, trangportation, infrastructure, banking, infrastructure, and other decision
aress. The advocacy role of agricultural associations fits under USAID’ s democracy

# Statement made in an interview on B92 radio, reported in Executive Newsl etter, p. 3, No. 563, August 4,
2004.
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objectives, but it may be most effectively organized under the economic growth objectives
because it isardatively smal part of what association building should undertake in Serbia.

Horizontal linkages. Few agriculturd associationsin Serbiaserve dl the potentia
membership within aregion and noneis very effective nationaly. The firgt task of building
associaions will be to expand their membership, presumably by demonstrating the benefits of
membership to awider pool. A broad membership is needed for effective advocacy. 1t may
aso be useful in commodities that are substantialy produced in more than one region.

Vertical linkages: Under CRDA, numerous agricultura commodity associations have
been assisted, but the potential of these organizations to improve the cooperation among
producers has not been fully redlized. A common benefit they could accrue for their membersis
to establish more and better equipped collection points. For raspberries, the benefits of cold
storage units are widely gppreciated, even if they are not idedly organized yet. However, milk
collection, feed mills, daughterhouses and vegetable aggregation points for large buyers require
improved cooperation that is not forthcoming quickly without assistance. Despite the apparent
vaue of such fadilities, thereis only one daughterhouse® licensed for export and most state-run
daughterhouses are in bankruptcy. Neither government (at any level) nor other donorsis
poised to address the potentia for association expansion to improve the flow of agricultura
goods.

Information systems

Inadequiate information systems condtitute the largest Sngle inhibition to agriculture
profits and, thus, to sector growth. A declinein national government services and the collapse
of state marketing systems left lacunae that have not been filled for over adecade. This period
has been a particularly active for change in internationa agricultural markets, leaving Serbian
farmers out of touch with therr trade opportunities. For efficient operation in domestic markets,
they need better access to technologica improvements, soil analys's, weather information,
planting patterns of other producers, regiond price variation, etc.

Priceinformation: Agronet was developed as a system for compiling and reporting
limited price information, but there is wide agreement that dissemination remains inadequate a
present. Asrecognized in the design of USAID assstance to Agronet, price information isa
public good that should be provided by the government. The Ministry of Agriculture has
expanded its role in this area.and continues to view providing this information asits
respongbility. They are currently designing amarket information system that would publish
weekly farmgate prices.

Research and extension: The GOS is trying to rebuild its extenson sarvices. It
acknowledgesthat they are currently inadequate and does not expect them to become adequate for
at least 3moreyears. The research arm of extenson servicesfunctionsreatively well, based both

% |tislocated in central Serbia.
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at universitiesand at research stations. Their grestest weeknessisin addressing practical issuesthat
require fieldwork in cooperation with practicing farmers. The EAR began in 2002 to refurbish
laboratory facilities a the research gations, including €5 million for equipment supported by €20
million in counterpart funds. These funds are till being spent out.

Ag census. Thelack of arecent and complete agriculture census, that measures
activity and resources devoted to agriculture throughout Serbia, Sgnificantly redtricts the ability
of donors, the GOS and the private sector to raise the sector’s performance. USAID should
consider ways to encourage and assst the completion of such acensus. The FAO has good
experience in assging countriesin a census and should be contacted if USAID decidesto
pursue a census further.

Analysis: USDA'’s Economic Research Service is has provided short-term training,
modtly in-country, that was well regarded within the Agriculture Ministry. The USG rolein
building the analys's capecity of the Agriculture Minisiry should be enhanced by adding more
short-term exchanges to broaden the experience of Ministry staff while continuing their short-
term training in Serbia EAR provided policy advisors to the Agriculture Ministry’s Policy
Andysis Unit, but ended that form of assistance in 2004, largely because they regarded it as
relatively ineffective. The Dutch have will begin, in September 2004, atwinning project to
improve policy anadysis within the Agriculture Minigtry. Sloveniawill begin a the sametimeto
provide indtitutional support for the andyssunit. The FAO isusing Itdian funds to establish a
quick response unit to ded with policy issues.

Assistance needing further consideration from USAID

Market chain analysis: Market chain andysisis an innovative development strategy
that focuses on revitdizing a specific economic sector. The market chain strategy brings together
al the players of the economic sector and targets anadyss, training and technicd assstance & al
levels through the chain: from the farmer to the retailer. Thislogicaly can tie together the work
USAID has been doing with associations, growers and our competitive/clugter activity to
bascdly help the SMIEs gain vishility and access to integrated supply chains. USAID has
existing programs such as the Global Trade and Technology Network and The Last Mile, which
can be leveraged to support a supply chain andysis activity.

Tradepolicy and WTO accession: Despite the benefits of WTO membership,
Serbia has not shown the politica will to make the reforms required by the WTO. The USAID
advisors currently assgting in this area indicates membership will not be achieved for ten years.
Nonetheless, there has been legidative progress on sgnificant trade issues and alimited form of
continued USAID assistance may be productive in implantation of these recent reforms and may
facilitate a shift toward further, more substantive, trade reform.
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Foreign direct investment: Foreign investors can be a source of technology and
information is addition to being a source of investment funding. Mogt foreign investment to date,
and mogt likdly in the future, would come from European partners. USAID does not have
comparative advantage in encouraging these rlationships. AUSAID program (SEDP) tried
matching Itaian firms with Serbia counterparts, but did not find the effort to be very effective.
Although the opportunity for Serbiato attract FDI will greetly depend on its ability to improve
the overal conditions for FDI, USAID implementers can serve as one mechanism for helping to
attract potential U.S. and other foreign investors.

Futures market: Currently there is no futures market in Serbia, which severdy limitsa
farmer’ sability to hedge their positions. While the overal conditions for afutures market are
deemed immature, consideration could be given towards researching asmall futures market in
the raspberry sector to help protect grower’s positions during harvest season. In addition,
utilizing options (cal and puts) as a hedging mechanism is a less expensive and sophidticated
program thet is easer, less risky and costly to implement, and can bear tremendous results.

Assistance not recommended from USAID

Credit: Severd government funds provide agriculturd credit, but the central need isfor
strengthening the commercia banking sector. The several schemes that offer credit subsdiesto
farmers have not attracted private bank partners. The state agricultura bank serveslarge
projects. Farming has proven to be ardiable borrower with ProCredit Bank. The main
condraint to expangon isthe kills of private banking.

Land regigtration: The World Bank is assisting the preparation of a cadastre. Over
54 percent has been done and the balance is scheduled for completionin 2008. EAR plans
€8-10 million for IT equipment to assst land regidration. Not a congraint on lending since
agriculturd land is not useful as collaterd regardless of security of tenure.

Regidration of farms and farm animasis related to land registration, but differs both in
technique and in purpose. The GOSwould like to expand farm registration into to reinin the
grey economy. With regigtration, tax collection, price and planting information collection,
information dissemination, and disease control could be improved. The World Bank isaiding
farm regidtration through its rurd development technica assistance program. Expanding farm
registration is adriving force behind the GOS agriculturd credit program.

Laboratories: The European Agency for Recondruction is actively assgting the
laboratories that support agricultura production through soil, seed and input analyss.

Policy advisors: The Agriculture Ministry was supported by EU advisors, but that
form of assstance was dropped due to weak politica will to implement their recommendetions.
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The present Minister of Agriculture isrecognized as progressive, So some consderation may be
given to future USAID advisors. Of proven vaueis cgpacity building of locd taff in the
Agriculture Minigry, which, as described above, isless expensive and provides more
sugtainable results.

Civil servicereform: Improved pay and other reformsfor the civil serviceis essentid
to the functioning of the Republic government. The IMF has made this a centra point inits

program.

Local infrastructure or inputs. Thereisavast need for improvement in loca
infrastructure. Potential agriculture sector benefits from such investment include better
trangportation, logidtics, irrigation, and storage. CRDA has frequently provided assstancein
thisarea. However, USAID assstance is not nearly large enough for a measurable impact on
such infragtructure a the Republic level. Thisform of assstance cannot compete for priority for
activities that affect many more people at once.

L egislation on coops: Thereisaneed for new legidation on cooperatives, but no
USAID assstance is needed since adequate legidation has dready been drafted. If thisis
passed and implemented in its current form, it will facilitate the expanson of agricultura
cooperatives congstent with USAID objectives in the sector.
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1. AGRICULTURE IN MONTENEGRO

Sector size and potential
Agriculture, hunting and forestry account for about 11 percent of gross domestic
product in Montenegro.® Employment in agriculture and employment in forestry each account
for about 2.5 percent of overal employment in Montenegro.?® While these data are not certain
and other values have been reported for these parameters, the relatively small size of agriculture
within the Montenegro economy is clear. Montenegro is anet importer of agricultural products.

Montenegro was gpparently anet exporter only of agricultura products only for tobacco

products, leather and oil grains. From 2001-2003, agriculture reportedly averaged dightly

under 20 percent of al imports and only 6 percent of exports.

Mesat

Milk and eggs
Fish

Ceredls

Fruits and vegetables
Sugar

Coffeeand tea
Fodder

Nutrition products
Beverages
Tobacco

L eather

Qil grain

TOTAL

Montenegro Agricultural Trade
January-November 2003

Exports
€1,000

78
332
105
833
4,109
184
377
112
283
3,578
6,085
1,709
7,380
25,165

Source: Centrd Bank of Montenegro

%

.04
18
.06
45
2.23
.10
.20
.06
15
1.94
3.30
.93
4.00
13.64

Imports
€1,000

13,376
5,628
2,675
5,350
11,942
5,634
6,939
844
5,436
4,061
2,423
36
45
64,389

%

3.90
1.64
.78
1.56
3.48
1.64
2.02
.25
1.59
1.18
71
.01
01
18.77

The potentia of Montenegro to produce lambs was established in the past with seasond
exportsto the Middle East during the Tito period, and to Bosnia and Croatia after the breakup

% Asreported for 2000 and 2001 by Monstat, November 2003.
% Montenegro Business 2002, Center for Applied Research and Analysis, Table 8, p. 30.
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of Yugodavia. The livestock sub-sector has suffered from the collgpse of state-run
daughterhouses and of international marketing. Although these two shortcomings devel oped
severd years ago, the private sector shows little sign of resolving them. If the externa market
for lamb could be revived, it would be vauable for Montenegro to retain the vaue of daughter
and to reduce the cost of live animal trangportation by expanding domestic daughter capacity.

Some private interests are congdering refurbishing daughterhouses. They arelikely to
target the domestic market for lamb. Exports generally require larger volume than any producer
is capable of achieving today. Even aproducer association is unlikely to have the capecity to
assemble an adequate volume for the Middle East market since the volume of production
remains depressed by current farm-gate prices in Montenegro.

German assigtance has facilitated the development of asmall organic agricultura
associaion that has achieved preliminary certification from the Swiss. Organic production could
add as much as 20 percent to the value of individud exports. At the low volumes currently
produced, the sdes are made only localy, but a substantid premium isaso available. For
example, organic beans recently sold in Podgoricafor 40 percent over non-organic.

Privatization and state owner ship

Privatization is not amgor congtraint on Montenegro’s agricultural sector. Thereare no
major state-run agricultura production enterprises. Input suppliers are private entities. The
Republic continues to own some milk processing, but the sector is not dependent on these
fadlities

Policy
Most mgjor legidation for support of agriculture has been adopted in Montenegro,
including arecent collaterd law and alaw on organic agriculture.

An Agricultural Strategy has not been prepared for Montenegro, but it is underway,
based on asssgtance from Sovenia Soveniainitiated this form of cooperation, but it was
readily embraced by the GOM because Slovenia has prospered with a history and naturd
resource endowment smilar to Montenegro’s. It isnomindly scheduled for completion by
October 2004, but the Ministry of Agriculture actually expectsit to be drafted by the end of
CY 2004. The draft will be circulated to donors and others for comment before it is considered
for adoption by the GOM.

Montenegro' sagricultura trade policy isusualy characterized asliberd, particularly in
relation to Serbian tariffs. Thisisto be expected since Serbia has the conventiona nationa
interest in protecting its agricultural producers, while Montenegro is much less dependent on
domestic agriculture. However, the comparison of border measures between Serbia and
Montenegro is considerably complicated by “specid levies” particularly in Montenegro. These
levies are typicaly charged according to aweight or volume of imports and, thus, are
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independent of price. Many food products in Montenegro now carry atariff of 30 percent,
including lamb, chicken mest, cheese, olive oil and beer,” dl products produced in
Montenegro. When al charges are considered, some food imports are effectively taxed at
much higher rates. For example, the state receives revenue® from beer imports equivaent to
105 percent of the border price, and revenues from chicken imports equivalent to 40 percent of
the border price.®

Effective tariff rates have been estimated by the USAID-supported WTO Accession
Project, reveding some Montenegro border charges are prohibitively expensive. Thelogic of
the effective import duties is apparently to derive revenue, but they are not transparent and are,
reportedly, unevenly enforced, so they are not well designed for that, or any other, purpose.
WTO Accession Project analysis found that tariffs on 56 agricultura products have not yet been
harmonized between Serbia and Montenegro.

The USAID WTO Accession Project regards progress on technical accesson issuesin
Montenegro as good, in contrast with the dow pace in Serbia. The mgor condraint in
Montenegro is reluctance to invest strong authority in the Union of Serbia and Montenegro
rather than in the Republic of Montenegro. Agricultura trade issues are addressed in the
accession document coded ACC-4, which was drafted and revised for Montenegro by June
2004. Fina approva by the Government of Montenegro is expected as soon as data are
findized.

V. AGRICULTURAL RECOMMENDATIONSFOR
THE MONTENEGRO STRATEGY

Although agriculture isareativey smal part of the Montenegro economy, it isimportant
for socid gability both in the north, where it provides jobsin aregion with few dternatives, and
on the southern coagtd region, whereit is a substantial contribution to the economy of the ethnic
Albanian population. Thus, there are two judtifications for undertaking ass stance to agriculture:
aspart of alarger strategy for economic growth and, possibly, as part of alarger strategy for
regiond socid sability.

Assstance in the agriculture sector in Montenegro should be provided in service of the
two objectives described above, either of which would reguire some redesign from the
gpproach currently taken by CRDA implementers. Asdiscussed later in this report, however,
CRDA has demondrated its capability to assst agriculture in saveral ways, including building

' Reported in data from Montenegro Ministry of Agriculture.

% Including customs (30%), customs evidence (1%), agricultural tax, excisetax (€1.9 per volume content of
alcohol), weight tax and VAT.

# Institute for Strategic Studies and Prognoses, Household Survey Report No. 9.
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associations and partidly funding improvementsin infrastructure. A full economic growth
strategy should precede and incorporate the design of agricultural assstance.
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V. CRDA review

This report was not intended to assess the Community Revitdization through
Democratic Action (CRDA) program and is not based on research adequate for that purpose.
Nonetheless, during the course of interviews and other investigations relating to CRDA
activities, some ideas emerged about possible adjustments that might be appropriate to CRDA.

In particular, the Agricultura Assessment Team sought better understanding of existing
mechanisms by CRDA implementers for achieving specific economic growth results.

The CRDA program injected substantial resources into the Serbian economy quickly,
asit was designed to do. Although the five regiona implementers® in Serbiaand two regional
implementersin Montenegro™ differed in the details of their approach, they were uniformin
achieving subgtantid success in each of the following fundamental aress.

CRDA presented U.S. assstance in aform that has been congpicuous and positive to a
very wide audience in Serbia. The U.S. objective of improving itsimage in Serbia
following the Kosovo criss has been served very effectively through CRDA.

CRDA organized awide network of community groups and linked these groups to
municipd-leve organizations, drawing thousands of people into public volunteerism.
CRDA projects achieved awide range of positive outcomes in each of the four pillars
of itsdesign: civic works, civic participation, environmental management, and economic
development.

CRDA encouraged optimism at the grassroots level in Serbiaat atime when alarge
part of the world had condemned Serbia. By showing support for development ina
rapid and congpicuous manner, CRDA played a Sgnificant role in encouraging a focus
on progress rather than recrimination.

CRDA provided amodd of civic cooperation and empowerment in many regions that
hed little recent experience in drawing community members together to resolve loca problems.
Loca government officials were often participants in the CRDA process and were nearly
aways a least observers of the process. The CRDA implementersfed the loca governments
have both appreciated the presence of this modd and have typically accepted the priorities that
were identified by it. Various mechanisms were used by different implementers to address
further the risk inherent in the CRDA design that loca government may be weakened by the
presence of an externdly financed dternative for local organization.

% America' s Development Foundation (ADF) in the north, Mercy Corpsin the south, Cooperative Housing
Foundation (CHF) in the southeast, International Relief and Development (IRD) in the west; ACDI/VOCA
(formerly Agricultural Cooperative Development International and Volunteersin Overseas Cooperative
Assistance) in the central region.

81 CHF in the north and IRD from Podgorica to the coast
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For example:

ADF has established a Citizen Advisory Group for each municipdity in whichitis
active. The members are drawn from the smaler community groups that form the base
of CRDA organization. The Citizen Advisory Groups, and their smdler working
groups, participate in municipa hearings and other meetings with locd officids.

IRD coordinated closely with local governments in Serbia by co-financing most civic
works. This atracted locd officids into planning of CRDA projects in the other pillars.
The Community Committees established by IRD link to working groups in each pillar
for each municipality where they are active (13 of 25 municipditiesin the region). The
working groups include local government representatives and also report their decisions

to the loca governments.

CHF took advantage of their experience in Serbiawhen they designed their
Montenegro programs to more fully integrate locd officids into their Community
Development Councils. They attracted these officids by demondtrating the value of the
Councils rather than by designating formal representation.

ACDI/VOCA invites, and attracts successfully, loca government officidsto their
community meetings as observers and participants. This cooperation has strengthened
loca procurement process and avoided redundancy with localy funded initiatives.

Each implementer went beyond the centrd CRDA mandate to build democracy by dso

edablishing avison of potentia economic growth results and of projects to promote those

results.

Some of these visons were formaized into sdection criteriafor project approva.
ACDI/VOCA, for example, specifies that decisons will be made on the basis of impact
on minorities, handicapped and women; amount of funds leveraged; how well the
proposd fits the CRDA pillars and the breadth of beneficiaries reached by the proposal.
Thewording and presentation of such criteria can be and have been adjusted to attract
proposals consstent with the implementers: drategic vison.
In many cases, CRDA provided training for some elected representatives. Thistraining
was typicaly designed to strengthen the process of community decision-making, but
aso provided implementers with an opportunity to direct proposals towards their
drategy for the region.
CRDA daff work closaly with community groups during their planning sessons and
during actud preparation of proposals. Although they seek community initiatives, they
are able to and seek to guide the proposals toward their vison of what would be most
effective.

A centra concern about using the CRDA mechanism to promote economic growth is

that the mechanism was not designed to yidd, asits central focus, the USAID Misson's
economic drategic results. To the extent that communities define what projects are proposed,
CRDA does not fundamentally direct the economic growth outputs. It is essentid to the
concept underlying CRDA’ s democracy objectives, that communities define for themsdves
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what economic development measures should be undertaken. As discussed above, each
CRDA implementer has provided direction even while alowing communities consderable
freedom in project selection. Thus a strategic economic impact can be ensured through CRDA,
but it is not an efficient gpproach for achieving those objectives, per se.

CRDA relieson many smdl actionsin order to have abroad impact and to ensure a
role for alarge number of community participants. Thisresultsin a heavy adminigtrative burden
to monitor individua project implementation and impact. In practice, most project impacts and
beneficiaries are reviewed superficidly compared to the standards normally expected of USAID
grant recipients. For example, projects designed to benefit an agricultural cooperative may not
be monitored adequatdly to ensure the cooperative, in fact, exists beyond itsrole in attracting
the CRDA funds.

CRDA is, by itsdesign, not an optima mechanism for activities that require cooperation
across municipdities or that benefit many communities Smultaneoudy. 1t depends on proposas
from communities for most of the project designsit funds. As currently implemented, no CRDA
activity reaches outside a sub-region of Serbia or Montenegro. Nonetheless, it has
demonsgtrated a capacity for cooperation across communities. For example, ACDI/VOCA has
implemented $3.2 million of “clugter projects” each serving multiple communities. Other
CRDA implementers have aso adopted the cluster projects approach.

CRDA ds0 auffers the problem common to many ingtitution designed to promote
democracy that the participants in the program are inclusive of the entire digible community.
For example, in western Serbia, the mgor agricultura products are fruits, but very few of the
agricultura projects funded by CRDA benefited fruit producers. Thiswas explained by IRD
daff asaresult of faling to atract fruit producers to the CRDA Community Committees.
Although democracy indtitutions tend to reward those who are most active in them, CRDA has
made effective efforts to include minorities, IDPs, women, and other traditionaly disadvantaged
groups.

The sustainability of CRDA liesin the lessonsiit teaches about such democretic skills as
community organization, public debate, planning and procurement. The indtitutionsit establishes
while teaching these lessons are not themsdves financidly sustainable beyond the duration of
CRDA funding. The activities funded by CRDA generdly rdy, in part, on funds from some
other entity, such asloca government, municipdity or beneficiary association. However, the
temporary nature of CRDA limits the range of activities that it may support. Sudtainability of
CRDA’s contributions to economic growth is uneven &t best.
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V. USING CRDA TO PROMOTE ECONOMIC GROWTH

This section addresses the question of how CRDA could be modified to optimize its
impact to focus on economic growth in Serbia and Montenegro.®

Featuresto beretained
Certain agpects of CRDA must be retained if CRDA adopts an economic growth
objectiveif the activity is to take advantage of CRDA’s strengths. These include:

0 Multipleimplementers There are seven implementers of CRDA. Although one or
more of these might be changed, CRDA would be unable to take advantage of the loca
expertise and contacts it has developed if it were to transform into a single nationd-level

program.

0 Loca boards: CRDA isbuilt upon organizing communitiesto play alargerolein
alocating CRDA resources.

0 Implementer initiated programs, such as training and exchange programs: Such
programs could be used to promote economic growth.

Featuresto be changed
Other aspects of CRDA are relatively ineffective in promoting economic growth and
should be dtered if CRDA changesit objectives to economic growth. For example:

o Converson from demand-based project selection to strategy-based selection: A
central concern about using the CRDA mechanism to promote economic growth is that
the mechanism was not designed to yidd USAID’ s strategic results, i.e., CRDA is
designed to have its impact mainly through the process through which resources are
alocated. The resources themsalves are inducements to join the process. To the extent
that communities define what projects are proposed, CRDA does not fundamentaly
direct the immediate outcomes, including economic growth outputs. It is essentid to the
concept underlying CRDA’s democracy objectives, that communities define for
themsalves what economic devel opment measures should be undertaken.

Even though CRDA is not based on an approach that reates activitiesto USAID’s
srategy, each implementer went beyond the central CRDA mandate to build
democracy by aso establishing avison of potentid economic growth results and of

32 Although the tone of this paper is prescriptive, it is not the outcome of an intensive review. Thetoneis
intended to convey recommendations clearly and concisely, not to imply that there are no viable alternative
approaches.
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projects to promote those results. If these measures were successful, they
demonstrated the capacity of CRDA to focus on strategic results rather than adecision
process.

Some of these visions were formaized into sdlection criteriafor project approval.
ACDI/VOCA, for example, specifies that decisons will be made on the basis of impact
on minorities, handicapped and women; amount of funds leveraged; how well the
proposd fits the CRDA pillars and the breadth of beneficiaries reached by the proposal.
The wording and presentation of such criteria can be and have been adjusted to attract
proposals condggtent with the implementers' strategic vison.

In many cases, CRDA provided training for some elected representatives. Thistraining
was typicaly desgned to strengthen the process of community decision-making, but

a so provided implementers with an opportunity to direct proposals towards their
drategy for the region.

CRDA daff work closaly with community groups during their planning sessons and
during actud preparation of proposds. Although they seek community initiatives, they
are able to and seek to guide the proposals toward their vision of what would be most
effective.

Uniform process to be established for ensuring srategic impact: To take full and
efficient advantage of the mechanisms dready tested by CRDA implementersto pursue
grategic gods, CRDA as awhole should identify the relevant lessons and set standards
for future implantation of strategy in lieu of it original process focus.

Additional economic growth expertise within implementers: 1dentifying economic
growth targets and gpproaches for achieving them will require expertise that was not
needed in CRDA as a democracy program.

Better monitoring of aggregate impact: CRDA needs difference mechanisms for
monitoring economic impact that it goplied to measuring democracy impact. Counting
individua project resultsis not adequate for the likely economic goas. Impactson
sugtainability and indirect beneficiaries, at least, should be recorded.

Relocate CRDA within USAID/SAM to economic growth office: The severd changes
needed to refocus CRDA, and the need to coordinate its efforts with other economic
growth activities, argue for fully integrating CRDA into the economic growth
management.

Setting national economic growth project priorities: Nationd priorities and targets for
economic growth should be defined by USAID, in collaboration with others, before
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granting funds to the CRDA implementers.

0 Better integration of local input with local government: A mgor chalenge facing CRDA
in its democracy impact has been to strengthen locd government while utilizing a
mechanism that could be pardld or competitive for local energies. Just as each
implementer was able to guide project salection toward certain strategic outcomes, each
implementer aso sought ways to support local government. The lessonslearned in
these efforts should be shared and guidance provided to ensure that CRDA, asit
focuses on economic growth, takes full advantage of the possibilities to strengthen local
government and other democracy objectives.

Strengths

CRDA has performed very well on numerous issues of valueto SAM and to U.S.
policy. While that does not imply it will perform well in assstance for economic growth, it
suggedts that it has significant strengths that should be considered in designing an economic
growth program in SAM. The following aress are substantid meritsthat CRDA could direct to
economic growth.

0 Exiding networks. CRDA organized awide network of community groups and linked
these groups to municipa-level organizations, drawing thousands of people into public
volunteerism.

0 Exiding reputationt CRDA presented U.S. assstance in aform that has been
conspicuous and pogitive to a very wide audiencein Serbia. The U.S. objective of
improving itsimage in Serbia following the Kosovo criss has been served very
effectively through CRDA.

0 Experiencein certain forms of economic growth assstance: CRDA projects achieved a
wide range of pogtive outcomesin each of the four pillars of its design: civic works,
civic participation, environmental management, and economic development. The
implementers and other participants in CRDA have accumulated considerable
knowledge and experience that will be directly ussful for promoting economic growth.

Limitations

Some aspects of CRDA congtrain its potentia to promote economic growth. These
limitations may be severe enough to recommend that CRDA is not used for economic growth
purposes. At leadt, they demondirate that CRDA is not areliable mechanism for certain
economic growth goals. How important the limitations are for SAM depends both on the
CRDA mechanism and on what economic growth targets are selected for the USAID program.
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0 Nationd programs cannot be done through sub-nationd implementers CRDA is, by its
design, not an optima mechanism for activities that require cooperation across
municipdities or that benefit many communities Smultaneoudy. It depends on proposds
from or gpprova by communities for most of the project designsit funds. As currently
implemented, CRDA activities rarely reach outside a sub-region of Serbia or
Montenegro. When USAID/SAM completesits economic strategy, it can rely on
CRDA only to implement components that are regional in scope.

0 Adminigrative cos: CRDA relies on many smal actionsin order to have a broad
impact and to ensure arole for alarge number of community participants. Thisresultsin
a heavy adminidrative burden to identify activities, monitor individua project
implementation and determineimpact. Furthermore, utilizing seven implementers
requires considerable overhead. These adminigtrative burdens cannot be separated
from CRDA asit is currently structured.

0 Loca control of decisons must be congrained more than formerly: If CRDA is
redirected toward a strategic gpproach, the logic that drives loca participation will be
undermined. There will lessincentive for loca participants to spend their time if they
have less room to influence how the funds are used. Thus the democracy impacts are
likely to be compromised. The raionae for usng acommunity organization must be
cdled into question.
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